REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 
LEGISLATURE AND COUNCIL ON THE MIER LOCAL MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the financial statements of the Mier Local Municipality set out on pages 5 to 
99, which comprise the statement of financial position as at 30 June 2012, the statement of 
financial performance, statement of changes in net assets and statement of cash flows for 
the year then ended, and the notes, comprising a summary of significant accounting 
policies and other explanatory information. 

Accounting Officer’s responsibility for the financial statements 

2. The accounting authority is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), and for such 
internal control as the accounting officer determines is necessary to enable the preparation 
of financial statements that are free from material misstatement, whether due to fraud or 
error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my audit. 

I conducted my audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 
25 of 2004) (PAA), the General Notice issued in terms thereof and International Standards 
on Auditing. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance about whether the financial statements 
are free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my qualified audit opinion. 


Basis for qualified opinion 
Accumulated surplus 

6. I was unable to obtain sufficient appropriate audit evidence to confirm the accumulated 
surplus disclosed as R318 139 368 (2011; R320 103 928) in the statement of changes in 
net assets due to limitations identified in prior years that could not be resolved. I was unable 



to confirm the amount disclosed by alternative means. Consequently, I was unable to 
determine whether any further adjustments were necessary to the amount disclosed for 
accumulated surplus. 

Revenue 

7. Differences were found between the amount billed and the amount that should have been 
billed for water and subsequently revenue and receivables are understated by R5 805 538 
(2011:590 530). Meter readings were not taken for certain months and therefore revenue 
water sales is understated by an unknown amount for the current and previous periods. 

8. Differences were found between the amount recorded in the general ledger in respect of 
property rates and the amount that should have been recorded per our recalculation. 
Subsequently, revenue and receivables are misstated by R1 297 595 (201 1 ; R8 795 979). 

Biological assets 

9. I was unable to obtain sufficient appropriate audit evidence regarding Biological Assets, as I 
was unable to confirm the existence thereof. I was unable to confirm the biological assets 
by alternative means. Consequently 1 was unable to determine whether any adjustment 
relating to biological assets stated at R3 216 382 {2011:R3 843 833) in the financial 
statements was necessary. 

Property, Plant and Equipment 

10. I was unable to obtain sufficient appropriate audit evidence regarding decommissioning 
assets, as I was unable to obtain the establishment dates of the landfill sites. I was unable 
to confirm the decommissioning assets by alternative means. Consequently I was unable 
to determine whether any adjustment relating to decommissioning assets stated at 
R32 899 628 (201 1 : R30 030 518) in the financial statements was necessary. 

11.1 was unable to obtain sufficient appropriate audit evidence to verify infrastructure assets of 
R1 244 188, as I was unable to verify water meters as the asset register only indicated an 
total amount for the water meters, Consequently I was unable to verify infrastructure assets 
stated at R1 244 188. 

12. I was unable to obtain sufficient appropriate audit evidence to verify the classification of 
unused land included as property, plant and equipment as investment property as required 
by GRAP 16, Investment Property. Consequently, property, plant and equipment was 
overstated with R1 840 000 (2011: R1 840 000) and investment property was understated 
with R1 840 000 (2011: R1 840 00) respectively. Consequently i was unable to verify the 
classification of unused land as property, plant and equipment. 

Irregular expenditure 

13. I was unable to obtain sufficient appropriate audit evidence that management has properly 
accounted for all irregular expenditure for the current year, I was unable to confirm the 
irregular expenditure by alternative means. Consequently, I was unable to determine 
whether any adjustment to irregular expenditure stated at R14 636 091 in the financial 
statements was necessary. 



Receivables from exchange transactions 

14. During 2011 I was unable to obtain sufficient appropriate audit evidence about receivables 
from exchange transactions. I was unable to confirm the receivables from exchange 
transactions by alternative means. Consequently I was unable to determine whether any 
adjustment to receivables from exchange transactions stated at R2 443621 was necessary. 
My audit opinion on the financial statements for the period ended 30 June 2011 was 
modified accordingly. My opinion on the current period’s financial statements is also 
modified because of the possible effect of this matter on the comparability of the current 
period’s figures. 

Payables 

15. During 2011 I was unable to obtain sufficient appropriate audit evidence about payables. I 
was unable to confirm the expenditure by alternative means. Consequently I was unable to 
determine whether any adjustment to payables stated at R4 486 703 was necessary. My 
audit opinion on the financial statements for the period ended 30 June 2011 was modified 
accordingly. My opinion on the current period’s financial statements is also modified 
because of the possible effect of this matter on the comparability of the current period’s 
figures, 

Value added tax 

16. During 201 1 I was unable to obtain sufficient appropriate audit evidence about value added 
tax. 1 was unable to confirm the expenditure by alternative means. Consequently I was 
unable to determine whether any adjustment to value added tax stated at R1 010 670 was 
necessary. My audit opinion on the financial statements for the period ended 30 June 201 1 
was modified accordingly, My opinion on the current period’s financial statements is also 
modified because of the possible effect of this matter on the comparability of the current 
period's figures 

General expenditure 

17. During 2011 I was unable to obtain sufficient appropriate audit evidence about general 
expenditure. 1 was unable to confirm the expenditure by alternative means. Consequently 1 
was unable to determine whether any adjustment to general expenditure stated at 
R11 238 428 was necessary. My audit opinion on the financial statements for the period 
ended 30 June 201 1 was modified accordingly. My opinion on the current period’s financial 
statements is also modified because of the possible effect of this matter on the 
comparability of the current period’s figures. 

Qualified opinion 

18. In my opinion, except for the effects of the matters described in the Basis for qualified 
opinion paragraphs, the financial statements present fairly, in all material respects, the 
financial position of the Mier Local Municipality as at 30 June 2012 and its financial 
performance and cash flows for the year then ended, in accordance with Generally 
Recognised Accounting Practice (GRAP) and the requirements of the Municipal Finance 
Management Act (MFMA). 



Emphasis of matters 

19. 1 draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of corresponding figures 

20. As disclosed in note 32 to the financial statements, the corresponding figures for 30 June 
201 1 have been restated as a result of correcting prior year audit findings during the current 
financial year in the financial statements and accounting for the change in accounting policy 
during the current financial year in the financial statements on receivables, creditors, fixed 
assets, depreciation, cash and bank, long term liabilities, provisions, , accumulated surplus, 
VAT, intangible assets, biological assets, operating lease receivables, unspent conditional 
grants and receipts, noncurrent provisions, investment property revenue, expenditure, 
employee related cost, councillors remuneration, irregular expenditure, fruitless and wasteful 
expenditure, unauthorised expenditure as well as other compulsory disclosure required by 
the MFMA expenditure of the municipality, and for the year ended, 30 June 201 1 . 

Fruitless and Wasteful expenditure 

21. As disclosed in note 38.2 to the financial statements, fruitless and wasteful expenditure of 
R270 389 (2011: R24 384) was incurred on penalties and interest, due to the late payment 
of outstanding accounts. 

Unauthorised expenditure 

22. As disclosed in note 38.1 to the financial statements, unauthorised expenditure of R24 916 
713 (2011: R11 342 551) was incurred and condoned by council, due to the overspending of 
the budget. 

Going concern 

23. While the municipality has prepared financial statements on a going concern basis, there 
are a number of indicators that its financial sustainability may be under threat. These include 
the following: 

• Receivables decreased by 44% and provision for bad debt increased by 79%, which 
indicates that revenue is not being collected 

• The budget was overspent with R13 584 161 for the current year (2011: 
R11 342 551) 

® The municipality incurred a financial loss of R1 964 561 during the year 

• The municipality was unable to pay all its creditors within 30 days. 

® The municipality was unable to pay salaries to employees within time and therefore 
led to labour strikes. 

e The unspent conditional grants of R4 396 845 are also not cash backed 

» Consultants assisted the municipality in the compilation of the financial statements, 
the updating of the asset registers and certain day to day activities of the 
municipality. Should the consultant’s contract end, the municipality will not have the 
necessary capacity or skills to function effectively. 

o The municipality had an overdraft of R1 698 199 at year end. 



e The municipality is based in a remote area of the Northern Cape Province with little 
economic activity and many community members are classified as indigent. As a 
result, the municipality struggles to collect amounts owed to it by community 
members and this has resulted in cash-flow problems, which cast significant doubt 
on the municipality’s ability to continue as a going concern. The municipality is 
dependent on national and provincial government grants for Its continued existence. 

Material Impairments 

24. As disclosed in notes 4 and 5 to the financial statements the provision for the impairment of 
receivables amounted to R14 907 188 (2011; R11 122 677). 

Additional Matter paragraph 

25. 1 draw attention to the matters below. My opinion is not modified in respect of these matters. 

Unaudited supplementary schedules 

26. The supplementary information set out on pages 92 to 99 does not form part of the financial 
statements and is presented as additional information. I have not audited this schedule and, 
accordingly, I do not express an opinion thereon. 

27. The supplementary explanations of budget variances as referred to in the Chief Financial 
Officer’s report, do not form part of the financial statements. I have not audited these 
explanations and accordingly I do not express an opinion thereon. 

Consultants 

28. Consultants assisted the municipality in the compilation of the financial statements, the 
updating of the asset registers and certain day to day activities of the municipality. Should 
the consultant's contract end, the municipality will not have the necessary capacity or skills 
to function effectively. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

29. In accordance with the PAA and the General Notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 

Pre-determined objectives 

30. The annual performance report was not presented for audit and consequently my findings 
below are limited to the procedures performed on the strategic planning and performance 
management documents. 

31. The information was assessed to determine whether performance indicators and targets are 
measurable (i.e. well defined, verifiable, specific, measurable and time bound) and relevant 
as required by the National Treasury Framework for managing programme performance 
information. 



Usefulness of information 


Measurability 

32. The National Treasury Framework for managing programme performance information 
(FMPPi) requires that performance targets be specific in clearly identifying the nature and 
required level of performance. A total of 100% of the targets were not specific in clearly 
identifying the nature and the required level of performance. This was due to the fact that 
management was aware of the requirements of the FMPPI but did not receive the necessary 
training to enable application of the principles. 

33. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that performance targets be measurable. The required performance could 
not be measured for a total of 100% of the targets. This was due to the fact that 
management was aware of the requirements of the FMPPI but did not receive the necessary 
training to enable application of the principles. 

34. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that the time period or deadline for delivery be specified. A total of 100% 
of the targets were not time bound in specifying a time period or deadline for delivery. This 
was due to the fact that management was aware of the requirements of the FMPPI but did 
not receive the necessary training to enable application of the principles. 

35. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that indicators/measures should have clear unambiguous data definitions 
so that data is collected consistently and is easy to understand and use. A total of 100% of 
the indicators were not well defined in that clear, unambiguous data definitions were not 
available to allow for data to be collected consistently. This was due to the fact that 
management was aware of the requirements of the FMPPI but did not receive the necessary 
training to enable application of the principles. 

36. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that it must be possible to validate the processes and systems that 
produce the indicator. A total of 100% of the indicators were not verifiable in that valid 
processes and systems that produce the information on actual performance did not exist. 
This was due to management was aware of the requirements of the FMPPI but did not 
receive the necessary training to enable application of the principles. 

Relevance 

37. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that the indicator should relate logically and directly to an aspect of the 
institution's mandate, the realisation of strategic goals and objectives. A total of 100% of 
indicators did not relate logically and directly to an aspect of the institution’s mandate and 
realisation of strategic goals and objectives as per the three and five-year strategic, 
corporate, integrated development plan and service delivery agreement(s). This was due to 
the lack of development and implementation of proper performance planning and 
management practices to provide for the development of performance indicators and targets 
included in the annual performance/corporate/integrated development plan. 



Compliance with laws and regulations 

38. 1 identified the following instances of material non-compliance with specific matters in key 
applicable laws and regulations as set out in the General Notice issued in terms of the PAA. 


Annual Financial Statements, performance and annual report 

39. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the Municipal Finance Management Act. 
Material misstatements of non-current assets, current assets, liabilities, revenue and 
disclosure items identified by the auditors in the submitted financial statements were 
subsequently corrected and the supporting records were provided subsequently, but the 
uncorrected material misstatements resulted in the financial statements receiving a qualified 
audit opinion. 

40. The accounting officer did not submit the financial statements for auditing within two months 
after the end of the financial year, as required by section 126(1)(a) of the Municipal Finance 
Management Act. 

41 . The 201 0/1 1 annual report was not tabled in the municipal council within seven months after 
the end of the financial year, as required by section 127(2) of the Municipal Finance 
Management Act. 

42. A written explanation was not submitted to council setting out the reasons for the delay in 
the tabling of the 2010/11 annual report in the council, as required by section 127(3) of the 
Municipal Finance Management Act. 

43. The accounting officer did not make the 2010/11 annua! report public immediately after the 
annual report was tabled in the council, as required by section 127(5)(a) of the Municipal 
Finance Management Act. 

44. The municipal council did not adopt an oversight report, containing comments on the annual 
report, within two months from the date on which the 2010/11 annual report was tabled, as 
required by section 129(1) of the Municipal Finance Management Act. 

45. The accounting officer did not make public the council's oversight report on the 2010/11 
annual report within seven days of its adoption, as required by section 129(3) of the 
Municipal Finance Management Act. 

46. The annual performance report for the financial year under review was not prepared, as 
required by section 46 of the Municipal Systems Act and section 121(3)(c) of the Municipal 
Finance Management Act, 

47. The annual performance report for the year under review does not include the performance 
of the municipality. And a comparison of the performance with set targets, a comparison 
with the previous financial year and measures taken to improve performance, as required by 
section 46 (1) of the Municipal Systems Act. 



strategic planning and performance management 

48. The municipal council did not consult with the local community in the drafting and 
implementation of the municipality's IDP, by means of a municipal wide structure for 
community participation or through a forum that enhances community participation, as 
required by section 28 of the Municipal Systems Act and Local Government: Municipal 
planning and performance management regulations 15(1)(a)(i). 

49. The municipal council did not, within the prescribed period after the start of its elected term, 
adopt a single, inclusive and strategic plan for the development of the municipality as 
required by section 25 of the MSA. 

50. The municipality did not afford the local community at least 21 days to comment on the final 
draft of its integrated development plan before the plan was submitted to council for 
adoption, as required by regulation 15(3) of the Municipal planning and performance 
management regulations. 

51. The municipality did not give effect to its integrated development plan or conduct its affairs 
in a manner which was consistent with its integrated development plan, as required by 
section 36 of the Municipal Systems Act and Municipal planning and performance 
management regulation 6. 

52. The municipal council did not review its integrated development plan annually in accordance 
with an assessment of its performance measurements in terms of section 41 and to the 
extent that changing circumstances demanded, as required by section 34 of the Municipal 
Systems Act and Municipal Planning and Performance Management Regulation 3. 

53. The municipality did not establish a formal performance management system and the 
performance management system was not in line with the priorities, objectives, indicators 
and targets contained in its integrated development plan and did not clarify the roles and 
responsibilities of each role-player in the functioning of the system and did not determine the 
frequency of reporting and the lines of accountability for performance and did not relate to 
the municipality's performance management processes and did not provide for procedures 
by which the system Is linked to the municipality's integrated development planning 
processes, as required by section 38 (a) of the Municipal Systems Act and Municipal 
Planning and Performance Management Regulation 7(2)(c/e/f/g). 

54. The municipality did not set appropriate key performance indicators as a yardstick for 
measuring performance, including outcomes and impact, with regard to the municipality's 
development priorities and objectives set out in its integrated development plan /set 
measurable performance targets with regard to each development priority and objective 
monitor performance, with regard to each of those development priorities and objectives and 
against the key performance indicators and targets set / measure and review performance 
at least once per year, with regard to each of those development priorities and objectives 
and against the key performance indicators and targets set / take steps to improve 
performance with regard to those development priorities and objectives where performance 
targets are not met as required by section 41 of the Municipal Systems Act. 



Budgets 

55. Expenditure was incurred that was not budgeted for, in contravention of section 15 of the 
Municipal Finance Management Act. 

56. Revisions to the service delivery and budget implementation plan were not approved by the 
council after the approval of the adjustments budget, as required by section 54(1 )( c) of the 
Municipal Finance Management Act. 

Audit committees 

57. An audit committee was not in place, as required by section 166(1) of the Municipal Finance 
and Management Act. 

58. A performance audit committee was not in place and nor was an audit committee 
established in terms of MFMA section 166(1) and used for this function , as required by 
Municipal Planning and Performance Management Regulation 14(2)(a). 

Internal audit 

59. An internal audit unit was not established, as required by section 165(1) of the Municipal 
Finance Management Act. 

Human resource management and compensation 

60. An acting municipal manager was appointed for a period of 5 months, in contravention of 
section 54A(2A)(a) of the Municipal Systems Act 

61. Funded vacant posts were not advertised within six months after becoming vacant and were 
not filled within 12 months after becoming vacant as per the requirements of PSR 
1A/II/C.1A.2. 

62. The municipal manager and senior managers directly accountable to the municipal 
manager did not sign performance agreements, as required by section 57(2){a) 
Municipal Systems Act. 

Expenditure management 

63. Money owing by the municipality was not always paid within 30 days of receiving an invoice 
or statement, as required by section 65(2)(e) of the MFMA. 

64. An adequate management, accounting and information system was not in place which 
recognised expenditure when it was incurred, accounted for creditors, as required by section 
65(2)(b) of the Municipal Finance Management Act. 

65. The accounting officer did not take reasonable steps to prevent unauthorised expenditure/ 
irregular expenditure and/or fruitless and wasteful expenditure, as required by sections 
62(1 )(d) and 32(4) of the MFMA, 



Revenue management 

66. The accounting officer did not take effective and appropriate steps to timeously collect ail 
money due to the municipality as per the requirements of section 64(2) of the MFI\/IA. 

Asset management 

67. An adequate management, accounting and information system which accounts for assets 
was not in place, as required by section 63(2)(a) of the Municipal Finance Management Act. 

68. An effective system of internal control for assets (including an asset register) was not in 
place during the year, as required by section 63(2)(c) of the Municipal Finance Management 
Act. 

Procurement management 

69. Sufficient appropriate audit evidence could not be obtained that bid specifications for 
procurement of goods and services through competitive bids were drafted in an unbiased 
manner that allowed all potential suppliers to offer their goods or services, as per required 
by SCM regulation 27(2)(a). 

70. Sufficient appropriate audit evidence could not be obtained that bid specifications were 
drafted by bid specification committees which were composed of one or more officials of the 
municipality as required by SCM regulation 27(3). 

71. Sufficient appropriate audit evidence could not be obtained that contracts and quotations 
were awarded to bidders based on points given for criteria that were stipulated in the original 
invitation for bidding and quotations, as required by SCM Regulations 21(b) and 28(1 )(a) 
and Preferential Procurement Regulations. 

72. The prospective providers list for procuring goods and services through quotations was not 
updated at least quarterly to include new suppliers that qualify for listing, and prospective 
providers were not invited to apply for such listing at least once a year as per the 
requirements of SCM regulation 14(1)(a)(ii) and 14(2). 

Internal control 

73. 1 considered internal control relevant to my audit of the financial statements and compliance 
with laws and regulations. The matters reported below under the fundamentals of internal 
control are limited to the significant deficiencies that resulted in the basis for qualified 
opinion, the findings on the performance report and the findings on compliance with laws 
and regulations included in this report. 

Leadership 

74. The accounting officer does not exercise oversight responsibility over financial and 
performance reporting, compliance with laws and regulations and internal control. 

75. Management did not establish and communicate policies and procedures to enable and 
support understanding and execution of internal control objectives, processed and 
responsibilities. 



Financial and Performance Management 

76. Management did not implement controls over daily and monthly processing and reconciling 
of transactions. 

77. Management did not implement proper record keeping in a timely manner to ensure that 
complete, relevant and accurate information is accessible and available to support financial 
and performance reporting. 

78. Management did not review and monitor compliance with applicable laws and regulations. 

Governance 

79. Management did not implement appropriate risk management activities to ensure that 
regular risk assessments, including consideration of IT risks and fraud prevention, are 
conducted and that a risk strategy to address the risks is developed and monitored. 

80. Management did not ensure that there Is an adequately resourced and functioning internal 
audit unit that identified internal control deficiencies and recommends corrective action 
effectively. 

81. Management did not ensure that there is an adequately resourced and functioning internal 
audit unit that identifies internal control deficiencies and recommends corrective action is in 
place at the municipality. 



Kimberley 
16 July 2013 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditinq to build public confidence 



